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To the entrepreneurs who inspire me by striving to change the world




Climb high,


Climb far,


Your goal the sky,


Your aim the star.


—MARK HOPKINS





Foreword



BY WALTER ISAACSON


I HAPPENED TO be a bystander at one of the most important moments in the turn-of-the-century transition to digital media, and the setting could not have been more incongruous. We were at the Great Hall of the People in Beijing for the celebration of the fiftieth anniversary of the Communist revolution in China when this milestone of capitalism occurred.


As part of a 1999 “news tour” organized by Time magazine, of which I was editor, we brought the Time Warner board and other American business leaders to China. The capstone was attending a twelve-course banquet for a thousand people at the Great Hall, hosted by the country’s top Communist leaders.


My main memory was watching Ted Turner, then vice chairman of Time Warner, glide among the gilded red velvet chairs as he introduced people to “my commie pinko wife,” Jane Fonda. But out of the corner of my eye, I kept noticing Steve Case, with his placid face but intense eyes, in earnest conversation with Time Warner CEO Jerry Levin and board members such as Merv Adelson.


There was a lot of huddling going on, and it intensified just after the dinner. An epic rainstorm erupted, trapping us on the portico and steps of the Great Hall as we waited for our cars. Turner and Case engaged in the bantering they both did so well. Your big conglomerate, Case taunted, can’t seem to get us home. “Your billions aren’t getting you anywhere, either,” Turner replied.


But this was more than banter. Their comments hinted at a deeper truth. That night, with Chairman Mao beaming down from hundreds of huge posters, Case and the Time Warner leaders began discussing how the sprawling old media company, which made movies and magazines and cable television, and the hot online service, which had made “You’ve got mail” a national pastime but was now threatened by the web and the emergence of broadband, might want to join forces.


Jerry was affecting the air of a wise pasha, listening and nodding. Steve was feigning a casual and laconic aura, as if the possibility of a merger was a topic of only mild curiosity to him. It was clear to me—or perhaps became clear to me in retrospect—that something serious was going down. The following January, less than four months after that evening when the idea was first broached, the merger of AOL and Time Warner was announced.


I had first met Steve in 1992, when AOL and Time magazine became partners in offering online content. His company had just gone public with a $70 million valuation. By the merger eight years later, AOL was valued at $160 billion.


Steve had many great insights back when AOL was a startup, all of them explained in this book. From the day it launched its first service in 1985, when just 3 percent of Americans were online, Steve believed the digital realm was not going to just be about content and commerce. First and foremost, he insisted, it was going to be about fostering community—about connecting people and allowing them to communicate. When I was working on a profile of Steve for my book The Innovators: How a Group of Hackers, Geniuses, and Geeks Created the Digital Revolution, Steve told me: “Our big bet, even back in 1985, was what we called community. We thought the killer app of the Internet was going to be people.”


Steve was right. AOL tapped into the desire to communicate, connect, collaborate, and form community. The advent of social networks, from Facebook to Twitter to Snapchat to Reddit, has built on that trend. But in many ways, those new services are just a return to the central insight that Steve had when building AOL.


A related insight that Steve had, and which helped create the digital revolution, was the importance of being inclusive. Before AOL came along, the Internet had been a workspace and playground for hard-core geeks, not for ordinary folks who would thrill at a voice saying, “You’ve got mail.” Case and AOL helped lead that change, truly getting America online.


The previous year, then-senator Al Gore—in an act that should have inoculated him from the unfair jokes about having “invented” (a word he never used) the Internet—had sponsored and helped pass a bill that opened up the Internet to commercial and public use. Until then, it had been a network restricted primarily to researchers and government contractors. His bill said that the Internet should be accessible even to those who got online through AOL or other consumer services. “It now seems really silly, but up until 1992, it was illegal to connect a commercial service like AOL to the Internet,” Case recalls.


This transformation began when AOL opened a portal in September 1993 to allow its members access to the newsgroups and bulletin boards of the Internet. The deluge was called, especially by contemptuous veteran netizens, “the eternal September.” The name referred to the fact that every September a new wave of freshmen would enter college and, from their campus networks, get access to the Internet. Their postings tended to be annoying at first, but within weeks most had acquired enough netiquette to assimilate into the Internet culture. The floodgates that AOL opened in 1993, however, produced a never-ending flow of newbies, overwhelming the social norms and clubbiness of the Net. Many Internet old-timers complained. But, in fact, the democratization of the Internet by AOL and similar service providers was an amazing and wondrous moment. It opened the way for our inclusive and explosive digital revolution.


In this book, Steve Case has recounted these and other lessons from his career and interwoven them with a forward-looking guide on how to succeed in the next wave of innovation. Having helped create the First Wave of the Internet, and then been an active investor in the Second Wave, Steve is uniquely able to provide a framework for envisioning how the Internet will be fully integrated into every aspect of our lives.


The Third Wave is a delightful read, and by writing it Steve has performed a valuable service. As someone who has spent more than two decades watching Steve, learning from him, and marveling at his insights, I am thrilled that this book will allow countless future innovators to do the same.


Walter Isaacson, the CEO of the Aspen Institute, is the author of The Innovators: How a Group of Hackers, Geniuses, and Geeks Created the Digital Revolution and of biographies of Steve Jobs, Albert Einstein, Benjamin Franklin, and Henry Kissinger.
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PREFACE TO THE PAPERBACK EDITION



EVERY AUTHOR dreams that their book will make it big. So you can imagine my excitement when The Third Wave topped both the New York Times and Wall Street Journal bestseller lists in April 2016. Most important, the book’s success gave me an opportunity to travel around the country and meet thousands of people in dozens of places, all of whom were interested in the subject that consumes my professional life: fueling the American entrepreneurial machine, and steering it so that innovation works for everyone, no matter where they live.


The questions readers asked, the insights they shared, and the suggestions they made led me to make substantial changes for this paperback edition. You are now holding in your hand The Third Wave 2.0. I hope you like it—and I hope you’ll find it even more interesting than the original hardback version.


If nothing else, the 2016 presidential campaign illustrated that the chasm between the tech world and the rest of America is wide and growing, and that the millions of people being upended by the digital revolution are deeply frustrated. Many Americans now associate innovation, globalization, and digitization with the great challenges of our time: job loss, stagnant wages, and income inequality. And Donald Trump’s election sent an important message that Middle America has been screaming for years: not everyone has benefited from the enormous technological advances of the last several decades.


The data is sobering. Mr. Trump won thirty of the fifty states—60 percent. But those thirty states only receive 15 percent of all venture investments. By contrast, California alone gets half. In other words, one state received more than three times the venture capital directed at the thirty states that voted for the Republican nominee. No wonder the people who live in what New Yorkers, Californians, and others derisively call “flyover country” pulled the lever for Trump last November. Ideas may be evenly distributed, but opportunity is not.


What should we do? The new chapter I’ve added to this paperback version includes an agenda to “R.E.S.T.A.R.T. America,” namely a seven-part list of specific ideas to harness the power of technology and innovation to seize the future. I remain an optimist, convinced that if we embrace the right strategy, the United States will remain the world’s most entrepreneurial nation. But I worry—indeed I’m quite anxious—that we won’t make the tough decisions required for us to maintain our place atop the global hierarchy.


We need to reboot our entrepreneurial economy. Government needs to lay the groundwork to unleash a new generation of startups. Entrepreneurs need to adopt a different mind-set, and a new playbook. And ordinary citizens need to prepare their children for tomorrow’s reality. America has all the tools required to ensure that innovation saves the American Dream. This book, newly revised and expanded, was written to help show the way.


Steve Case


January 2017





PREFACE



I SPENT A fair amount of my senior year in college hiding away in the stacks of the library, reading and rereading a new book I couldn’t put down. It was The Third Wave, by futurist Alvin Toffler, and it completely transformed the way I thought about the world—and what I imagined for its future.


Toffler wrote about a coming global transformation. In his telling, the “First Wave” of humanity was the settled agricultural society that was dominant for thousands of years. The “Second Wave” was the post–Industrial Revolution world, where mass production and distribution transformed how people lived. Toffler’s “Third Wave” was the information age: an electronic global village, where people could access an endless array of services and information, participate in an interactive world, and build a community based not on geography but on common interests. He predicted the world as we know it today. His vision captivated me. I knew I wanted to be part of that Third Wave. Indeed, I wanted to be part of making it happen.


In the more than thirty years since the birth of America Online, the Third Wave that Toffler predicted has indeed come to pass. I was lucky to have been there at the beginning, and luckier still to have been a part of it ever since.


The Internet age has progressed at a remarkable pace since those early days. It has had several phases of evolution, too—its very own Toffleresque waves.


The First Wave of the Internet was all about building the infrastructure and foundation for an online world. These were the companies—Cisco Systems, Sprint, HP, Sun Microsystems, Microsoft, Apple, IBM, AOL—that were working on the hardware, software, and networks that would make it possible to connect people to the Internet, and to one another. Together, we were building the on-ramps to the information superhighway. (Remember that term?)


Back then, our band of online pioneers had to fight for everything. We had to fight to reduce the cost of getting connected, as telephone networks were typically charging $10 per hour to get online, making it unaffordable for most. We had to beg PC manufacturers to consider shipping their computers with built-in modems. At the time, only hobbyists were online, and most PC executives couldn’t fathom why any normal person would ever need a modem.


In the early days of AOL, so much of our job was just explaining what the Internet was, how it worked, and why anyone would want to use it. I remember doing an interview in 1995 on PBS where I was asked, “Why do people need this?” This question was still an open one at the time. And that was a decade after we got started.


Getting people online gave the next generation of innovators a new canvas and new paint. Great minds started considering the vast applications of global connectivity. They tinkered and fiddled, then chased ideas and started companies. (One of our users got his start in coding by hacking AIM, or AOL Instant Messenger, communications software. His name was Mark Zuckerberg.)


The Second Wave of the Internet began at the turn of the twenty-first century, just in time to inflate the dot-com bubble and let it burst—the Internet’s first real extinction event. A lot of entrepreneurs and investors lost fortunes. But those who survived were primed to lead the next era of Internet innovation.


The Second Wave was about building on top of the Internet. Search engines like Google made it easier to explore the sheer volume of information available on the web. Amazon and eBay turned their corner of the Internet into a one-stop shop. It was during the Second Wave that social networking came of age, too. Where Google sought to organize the Internet’s information, social networks let us organize ourselves—and attracted a billion users. And it was during the Second Wave that Apple introduced the iPhone, Google introduced Android, and a mobile movement was born. This convergence supercharged the Second Wave, as smartphones and tablets became the engines of the new Internet, creating an economy that would populate the world with millions of mobile applications.


The Second Wave has been largely defined by software as a service—social apps like Twitter and Instagram that make sharing ideas and photos easier, or traffic apps like Waze, which weren’t practical without ubiquitous mobile connectivity. And while the most successful of these companies all dealt with unique obstacles to climb to the pole position, they also have a great deal in common. First, their products are, practically speaking, infinitely scalable. Coping with new users is usually as simple as adding more server capacity and hiring more engineers. And, second, the products themselves—the apps—tend to be infinitely replicable. Nothing has to be manufactured.


•  •  •


Today, the Second Wave is starting to give way to something new. Decades from now, when historians write the story of technological evolution, they will argue that the moment the Internet became a ubiquitous force in the world was when we started integrating it into everything we did. This moment is the beginning of the Third Wave.


The Third Wave is the era when the Internet stops belonging to Internet companies. It is the era in which products will require the Internet, even if the Internet doesn’t define them. It is the era when the term “Internet-enabled” will start to sound as ludicrous as the term “electricity-enabled,” as if either were notable differentiators. It is the era when the concept of the Internet of Things—of adding connected sensors to products—will be viewed as too limiting, because we’ll realize that what’s emerging is the much broader Internet of Everything.


The entrepreneurs of this era are going to challenge the biggest industries in the world, and those that most affect our daily lives. They will reimagine our healthcare system and retool our education system. They will create products and services that make our food healthier and our commute to work easier.


But if this new generation of entrepreneurs is to succeed, the playbook from the Second Wave won’t do.


Third Wave company creation stories are less likely to begin with dorm-inspired apps that go viral, as they often did in the Second Wave. Third Wave entrepreneurs will need to build partnerships across sectors in a way that Second Wave companies never had to. They will need to navigate a policy landscape that most Second Wave companies could ignore. And they will need to do it all in a space where the barriers to entry—even for a worthy idea—are far greater than anything experienced in the Second Wave.


The playbook they need, instead, is the one that worked during the First Wave, when the Internet was still young and skepticism was still high; when the barriers to entry were enormous, and when partnerships were a necessity to reaching your customers; when the regulatory system was coming to grips with a new reality and struggling to figure out the appropriate path forward.


I am writing this book today because we are living at a pivotal point in history, and I want to offer whatever perspective I can to ensure a bright future. I am writing this because the history of the First Wave has become increasingly important as a way to think about this future—how we plan for it, adapt to it, and seize upon its opportunity. And yet much of that story, including my own, remains untold.


I come to this from a variety of perspectives. As a startup entrepreneur, but with experience at a big company. As someone who’s never served full-time in government but has worked in and around government. I come to this as both an investor and an advocate, and as someone who gets Silicon Valley but was never of Silicon Valley.


And so I aim to accomplish several things in this book. I want to tell you the story of how the consumer Internet was born, and how close companies like AOL came to not making it. I want to share my candid memories from behind the scenes—the details from a roller-coaster ride few have experienced. I want to tell you what it was like at the very top—and give you a view from the boardroom on the way down.


But I don’t want to do any of that in a vacuum. Each of these stories is meant to illustrate a broader thesis: that the lessons from the First Wave of the Internet will be integral to the Third. And so I want to zoom in on the Third Wave as well. I’ll describe what it will look like and how it will unfold, and give you a glimpse of the future it portends.


•  •  •


I’ve written this for entrepreneurs to help shape their dreams and for corporate titans to help temper their nightmares. I’ve written it both for the business student and the casual observer. For people old enough to feel nostalgia about AOL CDs in the mail and for those young enough never to have heard the term “CD-ROM.”


My journey over the past few decades has been an unpredictable adventure, a thrilling, sometimes frustrating mix of ups and downs. It has been marked by moments of sheer terror, and many more of joy and jubilation. I’ve tried to convey that here. I’ve tried to bring you into my world. And what better medium than the book, which was invented around two thousand years ago?


I didn’t want to write a memoir, but I did want to share some of my stories, as I do believe, as Shakespeare famously said, “what’s past is prologue”—that there are lessons to be learned. I didn’t want to write a guidebook for budding entrepreneurs, as there are plenty of those—but I did want to explain why the rules of the entrepreneurial game are changing. And I didn’t want to get too wonky on policy, but I do believe America is at risk of losing its lead as the world’s most entrepreneurial nation, and I wanted to explain why—and what we can and must do about it.


Writing The Third Wave—part memoir, part playbook for the future, part manifesto—has been a labor of love. I hope that it might light the same spark for you that Toffler’s Third Wave lit for me.





ONE


A WINDING PATH


MY BROTHER Dan was just thirteen months older than me, and a year ahead in school. We shared a room growing up and, like most brothers, were fairly competitive. We hated to lose. That was especially hard for me, since Dan seemed to be good at just about everything he tried. He was the more natural athlete, and always at the top of his class. When I realized I couldn’t compete with him head-to-head, I tried to find interests apart from his. If he was going to play tennis, I decided, I was going to play basketball. But there was one interest we both shared that never felt like a competition. I wanted to be an entrepreneur, I was sure of it, before I even really knew what that meant. And Dan genuinely wanted to help. I got immense satisfaction from coming up with an idea, and he would revel in trying to help me turn it into something real.


We started our first business when I was ten years old. Dan was eleven, and brought to bear all of the wisdom of that extra year in our operation. We called ourselves Case Enterprises, and hoped that no one would notice that neither of us was old enough to drive. We billed ourselves as an international mail-order company. At one point we became the exclusive distributor in Hawaii for a Swiss watchmaker, though I can’t recall actually selling any watches. Most of our efforts involved knocking on doors trying to sell greeting cards to our neighbors. Most of our customers were buying what we were selling just to be nice. But Dan didn’t care. He called it our comparative advantage. Said it was part of our brand. We actually talked like this; our parents, a lawyer and a teacher, had no idea where we got it from. They used to joke that when I went to my room, I was going to my office.


Our early ventures may not have provided much in the way of cash, but they did provide a wealth of experience. And the process of coming up with new business ideas, or new ways to sell, left a deep impression on me. When I left Hawaii to attend Williams College in Massachusetts in 1976, I kept looking for new business opportunities. I started six little businesses while at school, including delivering fruit baskets to students during exam week (paid for by parents, of course). I had a growing interest in the music business, and spent a lot of time in New York clubs like CBGB, trying to find new talent to bring to college campuses.


I was diligent about going to class and doing my homework, but these side businesses were my real passion. That didn’t go over so well at Williams. At one point my advisor pulled me aside and suggested I was spending too much time on my entrepreneurial efforts, and would regret it. “Look at all the educational opportunities in front of you,” I remember him saying. “You should immerse yourself in them. Your business pursuits are distracting, and, frankly, they are ill-suited for campus life.” He wasn’t alone in thinking that. I remember one of my fellow students attacking me in a school newspaper editorial. “I swore I would never go to a Steve Case party or buy a Steve Case record album,” the article began. “It’s nothing personal, it’s just that I despise rampant laissez-faire capitalism on the college campus.”


•  •  •


In my final year at Williams, I took an introductory computer class. I hated it—and almost flunked it. This was still the era of punch cards, where you had to write a program and then take your cards to someone to run them. Several hours later, you’d get the results—which usually (at least for me) meant finding a mistake and starting the process all over again. The tedium, and the resulting low grade, almost prevented me from graduating. And yet the experience stuck with me. The punch cards were a nuisance, but if used the right way, they could be powerful. We were building very basic computational programs, rudimentary by contemporary standards. And yet even then, the potential was obvious. Computers were solving problems in seconds that would otherwise take days, even weeks. Frustrating as it was, in retrospect, I think it was formative. It was the first time I really began to grasp the potential of computers. Still, if I hadn’t stumbled upon Toffler’s book that year, I’m not sure I ever would have pursued the path I did.


With graduation approaching in the spring of 1980, all I could think about was breaking into the fledgling digital industry. I applied for a lot of jobs, always including, with my résumé, a cover letter breathlessly predicting the dawn of a digital age.


There were few takers. Most of my letters went unanswered. On a few occasions I did get interviews, but I rarely got past the first one. People seemed put off by my musings, worried that they were getting a nutty young kid who’d never be satisfied in a normal job. As the rejections piled up, I realized that my future would require my keeping my mouth shut—at least for a time. There was not much of a startup culture then, and of course no Internet, either. If I was going to get a job and learn any useful skills, I concluded, I’d have to join a big company. I eventually accepted a job at Procter & Gamble in the brand management department. It was a great place to land, all things considered. I could learn useful skills during the day while continuing to dream about the digital world at night.


If Procter & Gamble knew one thing, it was how to make a product understandable to everyday people. When radio serials were first introduced to the public, P&G saw an opportunity to advertise its home cleaning products to its key audience. So they began sponsoring programs, starting with Oxydol’s Own Ma Perkins back in 1933. They were known as soap operas. When the public jumped from radio to television in the 1950s, so did P&G.


The people I worked with were experts in understanding consumer preferences, doggedly pursuing R&D, and seeking breakthroughs that could give their products an edge against the competition. And they were world-class marketers, often ahead of their time. P&G was also responsible for pioneering the concept of giving away free samples to encourage trial use. (I later borrowed that idea when we launched AOL’s trial program and blanketed the nation with free trial discs.)


•  •  •


After a couple years of working at P&G in Cincinnati, I moved to Kansas to join Pizza Hut as Director of New Pizza Development. To this day, I’ve never had a better title.


My motivation was twofold: First, I was offered a healthy increase in salary and responsibility, and second, I thought it would be helpful to understand how a more entrepreneurial company worked. Pizza Hut was founded in 1958 by two brothers, Dan and Frank Carney, while they were still students at Wichita State University. It had grown from a single location at the corner of Kellogg and Bluff to become the nation’s largest pizza chain, which it accomplished largely by enabling franchisees to innovate. This bottom-up approach to innovation differed from P&G’s top-down style, and I wanted to understand it.


Originally, the job involved my working in the test kitchens in Wichita. But I advocated that we hit the road to find out what was happening throughout the country. My view was that, though innovation was possible within our walls, most of the innovation was happening beyond them. I created and led an advance team, and we started roaming the U.S., looking for a great idea to incorporate into the new menu. The company would send me to places like Washington, DC, put me up in the Four Seasons in Georgetown, and then task me with eating the city’s best pizza. There are worse ways to live. I did learn rather quickly how difficult it was to take something out of a test kitchen and then execute it across five thousand restaurants where the chefs were teenagers with limited skills. A lot of our ideas that made sense in theory flopped in practice.


At the time, one of the concepts we were testing was home delivery. This was 1982, and though pizza was popular, delivery wasn’t yet universal. We were also working on ways to make pizza more convenient and more portable. We spent a lot of time trying to figure out if calzones or pocket pizzas could work as a carry-out option for people on the run. It’s funny to think, looking back on that year, that the things we were focused on—convenience and portability—would become such crucial parts of the company I would later help build. So would our desire to keep things simple and focus on the basics.


I only lasted at Pizza Hut for a year. My obsession with Toffler hadn’t subsided; it had intensified. I wanted to be part of his vision. I needed to find a way in.



MY FIRST STARTUP



I found my opportunity in 1982 when my brother told me about a startup called Control Video Corporation (CVC), which was trying to take the growing electronic gaming industry online. By now, Dan had moved on from CEO of Case Enterprises to up-and-coming investment banker in the Silicon Valley. Neither of us had lost that passion we first explored in childhood. I was still the ideas guy. He was still the one trying to figure out how to make it all work. When the firm he worked for, Hambrecht & Quist, was considering making an investment in CVC, Dan asked me to review the business plan and give him my impressions. I was impressed, I told him. And interested in being a part of it. H&Q did end up investing, and within months, I became a part-time consultant at CVC’s headquarters in the suburbs of Washington, DC.


It was there that I met Marc Seriff, a straight-talking Texan and a brilliant engineer. He had been part of the early team that helped create the Internet in the 1970s, and he was a real visionary with incredible technical skills. Later that decade, he connected with an idea-a-minute entrepreneur, Bill von Meister, and they worked together on building a couple of companies. Von Meister had been a telecommunications pioneer, having founded one of the first online services, The Source. Along with Seriff, von Meister conceived of a business called Home Music Store. Nearly two decades before Napster (and nearly three decades before Spotify), the two were trying to offer digital music to the masses. The idea got a lot of attention in the music industry when it was announced, but they struggled to secure the rights they needed to launch. And some early supporters, like Warner Music, ended up backing out of an agreement to license music for the venture. “Delivering music directly into people’s homes via satellite and cable,” the Warner Music executive argued in 1981, “would completely shut out music retailers, literally choking off their money supply.”


“Retailers are threatening to throw our records in the street!” he exclaimed.


It was clear that there was no budging Warner Music. But they did have a deal with Home Music Store, and they wanted to find an amicable solution. Warner Music suggested that Marc and Bill focus on using their technology to deliver video games instead. “Talk to Atari,” the executive advised. “They’re a division of our same parent company—Warner Communications.”


So the fast-moving von Meister pivoted, and turned his attention toward building an online gaming service called GameLine. The idea was to make a game cartridge, much like Atari’s, but with a cord to connect it to a phone line so you could download and play games for a monthly fee (a primitive Netflix for games).


By January 1983, Marc and Bill were fully in the video game business, and ready to announce their new service. They did so at the Consumer Electronics Show in Las Vegas, tethering a massive hot-air balloon to the roof of the Tropicana, emblazoned with the GameLine logo. I joined the company full-time nine months later, just as the product was coming to market.


It was an utter disaster.


Atari video games turned out to be a fad. After a few go-go growth years, interest in Atari products plummeted. Retailers canceled their GameLine orders. Inventory piled up. (One weekend, we quietly disposed of the tens of thousands of unsold GameLine modems in a dumpster behind our office.) GameLine’s revenues were 95 percent below forecasts, so the CVC board decided to slash costs. Most of the staff lost their jobs. I went from being the youngest person on a seven-person marketing team to being the only one left in the department—mostly, I suspect, because I had the lowest salary. My parents were pretty worried. I’d had three jobs in three years, and now it looked like I would soon need another.


The experience was an early lesson in market timing and managing costs, and a valuable first experience with failure. But while GameLine’s demise was agonizing and shocking, I wasn’t discouraged. My hopes for GameLine had deflated, but my conviction about the digital future remained. I was confident, perhaps naïvely so, that we would figure something out.


To stave off bankruptcy, we sought partners. As an accidental senior leader in the company, I wound up with the job of striking deals wherever I could to keep the company afloat. After dozens of fruitless conversations, we finally made a deal with BellSouth, which had just recently divested from “Ma Bell” (the AT&T Corporation) after an antitrust ruling broke up the phone company. BellSouth provided some funding that kept CVC going for another year, but it became increasingly clear that our strategy of using a customized modem technology had been a mistake.


By the time we entered the market, our technology was outdated. What we’d engineered was a modem technology that was, in essence, download-only. We could send games to consumers, but consumers couldn’t send much data back to us—or to one another. The modems that people were starting to purchase could do both. What we thought was CVC’s core asset—a lower-cost modem technology—turned into one of its greatest liabilities. We offered a proprietary system that few wanted to adopt.


THE (FIRST) REBOOT


So we decided to abandon it and support industry-standard modem technology and the emerging personal computer market instead. We embraced the irony—a modem company with a worthless modem—and we reminded ourselves that we’d never intended to be a hardware company at all. The modem was a means to the real end: becoming a consumer online service company. So we returned to our original mission and exited the hardware business altogether. Instead, we put all of our efforts into what we were good at: crafting easy-to-use software and services that could demystify the online world.


We also decided to rethink our marketing and distribution strategy. Rather than selling services directly to consumers, which was both costly and risky, we decided to partner with personal computer manufacturers to create private-label online services, which they in turn could sell to their customers. We’d build the software and services, they’d package and market them, and we’d share in the revenue.


In theory, it made great sense, and we were excited to get started. But as soon as we began reaching out to potential partners, we realized we had a problem. We kept getting brushed off. Some thought the appeal of getting online would be limited. And those who sensed the potential were unwilling to take the risk of partnering with a young company, particularly one that had a failed product and angry creditors and investors.


We finally found a willing ear at Commodore, at the time one of the leading home computer companies. Commodore’s founder had departed in a huff, and the remaining management team was struggling to figure out a path forward. Competition was intensifying, and they knew they needed a new act, an angle that would allow them to stand out.


Commodore’s head of strategic planning, Clive Smith, was willing to be our advocate, but other executives had concluded it would be too risky to partner with CVC.


“You guys have a ton of baggage and it’s a liability for us,” Clive said, without pulling any punches. “Everyone has a lot of respect for what you guys are trying to do here, but no one wants to get in bed with CVC. There’s just too much risk.”


I asked him for advice. Was there anything we could do to get around it? Any chance for a second shot? There was a silence on the other end of the phone. We were doomed, I was sure of it, and he just didn’t know how to say it.


“I don’t know, Steve,” he finally responded. “Have you thought about starting a new company?”


Oddly, I hadn’t. And yet it seemed so obvious once he said it. A new company would mean more than just a new name. It would mean a clean balance sheet and a clean slate. A genuine fresh start. All we’d need to do was license the software from CVC, move the team over to the new company, and dissolve the old one.


In the summer of 1985, just before my twenty-seventh birthday, we took Clive’s advice and created a new company, Quantum Computer Services. We took over the lease on CVC’s office space in Tysons Corner, Virginia, and hired most of its team. I joined together with Marc Seriff and Jim Kimsey, another CVC executive, as one of Quantum’s co-founders.


Jim was a truly colorful character. Like many of us, he had come to the company with no professional background in technology. He owned a group of bars and restaurants in Washington, DC, and had a lifestyle to match. A graduate of West Point and a veteran of two tours in Vietnam, Jim often laced his sentences with expletives and non sequiturs. He had a thing for quoting historical figures. Nietzsche was a favorite; I must have heard him say “if it doesn’t kill you, it makes you stronger” at least a hundred times. He was twenty years older than most of us and, to the outside world, was clearly seen as the adult in the mix. Our investors referred to him as our “adult supervision.” This served an important purpose in those days, when companies with twenty-somethings hadn’t yet established themselves as a force.


Frank Caufield, one of Jim’s best friends and the co-founder of a young venture capital firm called Kleiner Perkins Caufield Byers (KPCB), had talked to Jim about CVC. Jim got excited about the GameLine vision and bought the franchise rights for the DC region. When KPCB joined H&Q as early investors in CVC, Frank joined the board. When problems emerged with GameLine, Frank asked Jim to step in to try to stabilize the situation and protect KPCB’s investment. Jim agreed to help, even though he didn’t really understand technology—and didn’t really want to. He viewed it as more of an interim stint, figuring he’d help out for a few months as a favor. He ended up doing it for more than a decade.


Without Jim, we wouldn’t have had the ability to raise the capital to survive. And without Marc, we wouldn’t have been able to build the core technology of our product. I played the role of the strategist and hustler, coming up with the ideas, building partnerships, designing many of the consumer-facing aspects of the product, and handling our branding and message. It was the perfect combination of highly complementary skills. And we hoped it would make us a credible bet—particularly because we needed to raise some capital if we were going to pull off the pivot.
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